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Do Labor's Demands Mean Inflation? 


MR. McBURNEY: As you know, gen- 
tlemen, we raise the question: Do 
labor’s demands mean inflation? What 
do you say to that, Mr. Fenner? 


MR. FENNER: I would prefer to 
have the Colonel answer that question 
first. 


COLONEL SLEZAK: I would say that 
under the present conditions labor’s 
demands are definitely inflationary. 
When I say ‘‘under the present condi- 
tions,’? I mean just this: Labor as 
such is the largest portion of unit cost 
of the manufactured product in this 
country, and under those conditions— 


Proportion of Unit Cost 


MR. McBURNEY: Pardon me. About 
what proportion would that be, Colo- 
nel? 


COLONEL SLEZAK: That is about— 
using 1951 as a measure—64.6 per 
cent. 


MR. McBURNEY: In other words, 
roughly 65 per cent of the manufac- 
turer’s costs. 


COLONEL SLEZAK: —is in labor. 
MR. McBURNEY: All right, go ahead. 


COLONEL SLEZAK: So naturally, if 
you increase that portion of the manu- 
facturing cost without correspondingly 
increasing the productivity, you are 
going to raise it up. Of course, the 
question arises: Maybe somebody else 
can absorb that. Well, using the same 
figure, the natural idea would be that 
industry can absorb it, so using again 
1951 United States Department of 
Commerce figures, the national in- 
come was about 275 billion dollars of 
which cost of labor was 178 billion 
dollars or roughly speaking, 65 per 
cent. 


MR. McBURNEY: That first figure 
represented the total income from all 
industry? 

COLONEL SLEZAK: The total nation- 
al income. 


MR. McBURNEY: Total national in- 
come. 


COLONEL SLEZAK: Again using 1951 
figures, total corporate profits before 
taxes were 44% billions of dollars; in 
other words, roughly speaking, 16 
per cent, and corporate profit taxes 
were 26.6 billion dollars; roughly 
speaking, 9.6 per cent, which left 
corporations’ total profits after taxes 
approximately 18 billion dollars; 
roughly speaking, 6% per cent of the 
national income. 


MR. McBURNEY: And what hap- 
pened to that 6% per cent? 


COLONEL SLEZAK: Right. That 6% 
per cent, 9% billion dollars or 3.4 per 
cent, was used as dividends to the 
stockholders, to the owners of the 
corporations for the use of their 
capital; and 8.6 billion dollars or 
roughly speaking, about half of it, 3.1 
per cent, was retained in the business 
either for expansion of the business or 
replacement of machinery or provid- 
ing working capital. Since many of 
the corporations were doing a larger 
volume of business, more working 
capital was needed. 


Costs Passed to Public 


MR. McBURNEY: If I understand 
you then, what you are saying is that 
industry by and large is not in a 
position to absorb extra labor costs 
without passing them on to the con- 
suming public. Is that the essence of 
what you said? 


COLONEL SLEZAK: McBurney, let 
me put it this way. If you would 
raise the total cost of labor by 5 per 
cent, it would be approximately equal 
to all of the dividends that have been 
paid. In other words, a 5 per cent 
across-the-line raise would eliminate 
all the profits that went to the stock- 
holders. 


MR. McBURNEY: Mr. Fenner, you 
wanted Mr. Slezak to speak first. He 
has done so. What do you have to say 
to that? 
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MR. FENNER: I would like to ask 
the Colonel what he expects labor to 
do, stay static until such time when 
industry is able to make sufficient 
profits to pay labor’s demands without 
increasing the cost of manufactured 
goods? 


COLONEL SLEZAK: I did not mean 
that. The question was whether those 
requests, those demands, were infla- 
tionary, and that’s what I was trying 
to answer. So naturally if labor gets 
those demands granted, somebody 
from some other segment of the 
population, will have to bear it or 
else they will have to be passed on in 
price, and therefore, this inflationary 
trend. 


MR. McBURNEY: How do you feel 
about it, Mr. Fenner? 


Job Security 


MR. FENNER: I don't agree with the 
Colonel. I believe that labor is en- 
titled to incentive pay, periodic in- 
creases, and labor is entitled to some 
sort of job security. The worker is 
entitled to some sort of economic se- 
curity for his advanced age to take 
care of himself. 


MR. McBURNEY: What you are say- 
ing—I attempted to interpret the Colo- 
nel’s remarks, so let me try to inter- 
pret yours—what you are saying is 
that in spite of the Colonel’s figures, 
your men have to eat, and they have 
to have a place to sleep. They are 
interested in their own security— 
statistics or no statistics—and when 
they don’t see that in sight, they 
attempt to do something about it. 


MR. FENNER: Precisely, Dr. Mc- 
Burney. I know personally that I 
wouldn’t want to work for the same 
rate year after year without an in- 
crease, without an incentive pay. If 
I didn’t have any job security, I 
wouldn’t be as interested in my work 
as I would if I did have job security. 
If I didn’t have economic security for 
my future, I would still feel that my 
employer was not doing what he 
should be doing for me. 


MR. McBURNEY: Daugherty, you 
come into this. You have been on 
labor dispute boards off and on. 


Bring your wisdom to bear on this 
issue. 


‘Increases Inflationary’ 


MR. DAUGHERTY: I would say that 
wage rate increases are inflationary 
under some circumstances and might 
not be infiationary under others. I 
think we have to inquire into what the 
causes of inflation are. Wage rate 
increases, at least temporarily, do 
increase the unit cost of production. 
They exert an upward thrust or push 
against prices, and_ institutionally, 
from the standpoint of how they feel 
about it, manufacturers always wish 
to raise prices at least commensurate- 
ly with the increase in wage rates. 
From the other standpoint, wage rates 
cut another way. They mean higher _ 
take-home pay under inflationary cir- 
cumstances, so they increase the total 
spending of households in the econ- 
omy, and thereby add to inflationary — 
conditions which have sometimes been 
described as too many dollars chasing 
too few goods. To me the basic infla- 
tionary cause is increases in either 
private spending of households on 
consumption goods or the spending of 
firms on investment goods like ma- 
chines and inventories and materials 
and finished products. Under present 
circumstances of a defense emer- 
gency, the government enters as a 
great and large spender. It needs 
more war goods, more pay for soldiers 
and all the rest of it. Now, unless the 
government gets the increase in its 
spending from the private sector of 
the economy, there is a net increase 
in total spending. If those are under- 
lying circumstances, then wage rate 
increases are inflationary, both from 
the cost side and from the spending 
side. 

But I can imagine circumstances in 
which total spending was beginning to 
fall off. Maybe households don’t feel 
like buying any more durable goods 
or not nearly the same quantity that 
they used to—television sets, washing 
machines and whatnot. Under those 
circumstances then, when there is a 
falling off or a deceleration of the 
rate of increase of total spending, 
firms may not be able, however much 
they want to, to increase the prices of 
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their products. Incidentally, I have 
seen the question raised in connection 
with the recent steel case. The steel 
companies say that they need $12 a 
ton to compensate them for the wage 
rate increases recommended by the 
Wage Stabilization Board. They say 
that they own coal mines and: ore 
mines and many other facilities, and 
these wage rate increases for these 
raw materials as well as in the steel 
plants, themselves, all add up to $12 
a ton. I have no means of knowing 
whether that increase is correct, but 
I have seen it stated that the market 
for steel products at present will not 
stand $12'a ton. Now, if this is true— 
and again I have no means of telling 
this—then it follows that the steel 
companies will have to absorb some 
of the increased wage costs which 
make for higher unit cost of steel 
products out of their profits. That 
brings up the question of profits about 
which at an appropriate time later on 
I should like to have a little bit to say. 


Wage Rate and Product Cost 


COLONEL SLEZAK: I would like to 
supplement what Daugherty said just 
a little bit. The Brookings Insti- 
tute made quite a study of this wage 
and price relationship over a period 
of years, and they published a report 
called ‘‘Productivity, Wages and Na- 
tional Income.’’ I am going to quote 
from their observations. The reason 
I am quoting it is because in that 
report they point out very definitely 
that increase in wage rate does not 
necessarily mean increase in cost of 
the product produced, if the whole 
thing is intelligently used and wage 
rate is tied up to productivity. We 
had a situation, they found, between 
1922 and 1939 where manufacturing 
and public utilities increased their 
productivity per man-hour worked 
and during that period while the 
wages per hour were going up, the 
cost per unit was going down. We 
have that experience—wages going up 
and cost going down. However, since 
1939—again I am quoting from them— 
the output has not been increasing. 
As a matter of fact, it was stationary. 
The first years, ’22 to ‘39, that I 
quoted, there had been an increase in 


productivity of about 3 per cent Beh 
year. Well, since— 


MR. DAUGHERTY: That’s output per 
man-hour? 


COLONEL SLEZAK: That’s right. 
Since then we have experienced in- 
creases in wage rate, but not corre- 
sponding increases in productivity 
which naturally tended to bring the 
price of products up. 


MR. McBURNEY: Of course, don’t 
you reach a point where it’s hard to 
increase productivity without exploit- 
ing labor? 


COLONEL SLEZAK: But once you get 
to the point where— 


MR. McBURNEY: That doesn’t viti- 
ate your point, but it might offer 
some extenuation for Mr. Fenner 
here. 


COLONEL SLEZAK: Once you get to 
that point and keep on increasing 
wages, then some other group, some 
other part of the economy, has to bear 
the burden. In other words, you are 
dividing the pie into different propor- 
tions. 


Two Points. of View 


MR. McBURNEY: Let’s see if we can 
clarify this discussion a bit. The 
Colonel is saying in substance that the 
demands of labor are inflationary. 
He has added the point that produc- 
tivity is not increasing commensurate 
with wages, and that in view of the 
profit situation all they can do is to 
pass it on to the consumer which is, 
of course, an upthrust against the 
price level. Mr. Fenner states his 
case very simply and very directly. 
His men have to eat. The prices of 
what they eat are going up, and they 
are asking for a very simple thing. 
They are asking for more money 
which is certainly understandable. 
Well now, who is the villain in this 
piece anyway? What do you say to 
that? 


MR. FENNER: Dr. McBurney, I 
would like to put it this way. I believe 
both labor and industry have failed to 
approach the subject intelligently. If 
there were an intelligent approach 
where labor could sit down with man- 
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agement and go over management’s 
problem and become more or less a 
silent partner of management and 
share management’s problems, then 
management in turn would have more 
confidence in labor and could make 
them feel more or less that they are 
part of management and provide them 
with some sort of job security, and 
some sort of future economic security. 
If this were done, I don’t believe that 
labor would be interested as much in 
actual wage rates. 


MR. McBURNEY: They want enough 
to live on. They want security. 


MR. FENNER: Enough to live on, 
but management so far has failed to 
take labor into its confidence. They 
have treated labor as so many human 
beings, and they have never taken the 
trouble of confiding in labor about 
their economic reports or about their 
financial standings, and have in fact 
said nothing to labor. All they do is 
say labor is to be blamed for the 
present inflationary spiral. 


"Become More Productive’ 


MR. DAUGHERTY: I take it you are 
both saying that one way in which the 
sconomy could bear increased wage 
rates is for labor to become more 
productive. We all understand that 
labor can become more productive 
either by putting out more effort in 
response to some sort of incentive 
wage rate system or for management 
to install technological improvements 
and better capital. I think there is no 
question that greater productivity is 
one way of combating inflation. 


I was interested in something you 
said, Mr. Fenner. I think it has a lot 
of merit. If we have a system of 
controls that is not rigid, at a time 
like this when labor sees that under 
the Defense Production Act the prices 
of farm products, which enter into 
food, the main item of the wage 
earner’s budget and the prices of 
house space, rents, which comprise 
another important item in the wage 
earner's budget, are not adequately 
controlled, so that the cost of living 
rises, labor would feel subject to a 
real inequity if its wage rates were not 
permitted to rise commensurately 


with the increase in the cost of living. 
It is simply a way of saying that 
during times like these, sacrifices en- 
tailed in a defense program have to 
be equitably distributed among all the 
groups in the population. 

Another thing that labor looks at is 
profits. Labor doesn’t like to see 
stockholders or corporations receiving 
what they would call swollen rates of 
profit and not be permitted to have 
wage rate increases. This profit busi- 
ness is something I would just like to 
say a word about. When labor sees a 
reported amount of profit, the profits 
in themselves don’t mean anything 
unless they are related to some base 
such as net worth, such as the differ- 
ence between assets and liabilities of 
corporations. These reported profits 
divided by reported net worth give 
very high rates of profit today. I 
think we have to admit that, but I 
think we also have to understand that 
there is a considerable overstatement 
of this rate of profit from two stand- 
points. In the first place, net worth 
is considerably understated because 
most of the property assets of the 
corporation were acquired during pre- 
war years at prewar prices, and their 
values are reported on corporation 
books at those prices; whereas, they 
ought to be brought up to 1952 current 
prices, 1951 prices, in respect to that 
year. Now, at the same time that 
should be done we have an overstate- 
ment in reported profits. Profits are 
overstated because, under the regula- 
tions of the Bureau of Internal Reve- 
nue, companies are not allowed to put 
aside sufficient- amounts of money to 
retire worn out and obsolete equip- 
ment and to modernize and expand 
their productive facilities. 


MR. McBURNEY: To take care of 
depreciation. 


Replacement Costs 


MR. DAUGHERTY: That’s_ right. 
Companies build up a depreciation 
kitty based upon the expected life of 
productive facilities, and at the end 
of that period they are supposed to 
have enough money to buy a new 
piece of equipment or to replace it. 
Replacement costs are about two or 
three times as large as they were be- 
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fore the war. Consequently, the com- 
panies don’t have enough in their kitty 
to buy replacement facilities, and as a 
result, in recent years they have had 
to take an increasing amount in pro- 
portion out of their so-called profits in 
order to build the fund up to a point 
where they can replace these facili- 
ties. Maybe the villain in the piece is 
conventional accounting methods. I 
don’t know, but in any case, when 
labor sees these reported high rates 
of profit which are fictitious and 
which probably should be about 
halved, they feel an inequity. They 
feel they are justified in asking for 
higher wage rate increases, and they 
also feel the corporations are able to 
absorb them out of profits. I think 
that there is a good bit of education 
needed in this field for all the citizens, 
because conventional accounting meth- 
ods are made to apply to a stable 
price level and do not fit inflationary 
conditions. 


MR. McBURNEY: I think that expla- 
nation is helpful, Daugherty, but we 
still have to get at the cause of this 
thing. We are busily exonerating 
management and exonerating labor 
here. You suggested accounting 
methcds might be the villain in the 
piece. Let me suggest other possible 
villains. The government started out 
with a control program that was ad- 
vertised to prevent inflation. What’s 
happened to that, anyway? Has it 
broken down completely, Slezak? 


Control Program 


COLONEL SLEZAK: Not that. They 
never tried to control these inequities. 
As a matter of fact, they were stimu- 
lating, in my estimation, the inflation- 
ary trend instead of trying to keep it 
down. The January 1950 base seemed 
to suggest that probably something 
would be done, but since then, as you 
watched the history of it, it has 
broken down. 


MR. McBURNEY: Why has it broken 
down? Why can’t they hold the line? 


COLONEL SLEZAK: I would say be- 
cause the board of controls did not 
have the courage to withstand the 
pressure. 


MR. McBURNEY: Doesn’t that pres- 
sure come from the tremendous 
amount of military expenditures? 
Isn’t that where the pressure really is 
coming from—government spending 
for military supplies and equipment, 
billions of dollars? 


MR. FENNER: I believe the pressure 
is coming from both sides, from both 
labor and management, Dr. McBur- 
ney. The Wage Stabilization Board is 
trying to please both sides. There 
ean be only one control, one rigid 
control, no increase in wage rates and 
no increase in profits or costs of goods. 
If the government were to hold to 
that, I believe labor would be agree- 
able to live by it. 


MR. McBURNEY: What do you think 
about that, Daugherty? 


Social Education 


MR. DAUGHERTY: I think an ade- 
quate program of control as far as 
wage rates are concerned would be 
a tough one. The whole question is 
whether or not the citizens are edu- 
cated enough and social minded 
enough to accept it. At any one time 
when you impose controls, some 
unions will have received wage rate 
increases and some not, and you have 
got to let the ones who were not lucky 
enough to come in under the wire 
before wage rate controls were im- 
posed, catch up with those who were 
fortunate enough to get their in- 
creases. So I would be completely in 
favor of a catch-up formula. In fact, 
of course, as you know, the War 
Labor Board had its Little Steel For- 
mula during World War II for that 
purpose, and one of the first acts of 
the Wage Stabilization Board of to- 
day was to permit such catching up. 
I think that is equitable. 


MR. McBURNEY: What would hap- 
pen if you would junk all of these 
attempts to control inflation through 
government procedures which seem 
not to have been very successful and 
let nature take its course? 


MR. DAUGHERTY: If I may just 
pursue this idea a little further and 
then answer this question of yours. 
If the controls are not to be rigid on 
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farm prices, I am also for escalator 
clauses in contracts or frequent re- 
opening of contracts which permit 
labor to keep up with increases in 
cost of living. 


MR. McBURNEY: Excuse me. Of 
course, I do wish we had an articulate 
farmer here. I bet he would find his 
way out, too, but go ahead. 


MR. DAUGHERTY: Beyond that, I 
wouldn’t go with anybody. I mean I 
would not permit wage rate increases 
in excess of that. Given the idea of 
controlling farm prices to some ex- 
tent, at least, and given the idea we 
have of excess profits taxes, the 
sacrifice must be equitably distributed 
among all groups. You raised the 
question as to whether or not we 
shouldn’t junk the whole thing. Well, 
if you believe, as I do, the inflation- 
ary forces are still underlyingly para- 
mount even in spite of some softening 
in some lines, then I think you have 
got to have either one of two alterna- 
tives. You have either got to take the 
money away from consumers to re- 
duce their spending... 


MR. McBURNEY: Through taxes? 


MR. DAUGHERTY: through 
higher tax rates, or you have got to 
have these direct controls. 


"Free Open Market’ 


COLONEL SLEZAK: McBurney, we 
as a nation have gone strong when 
we were free, when we solved our 
problems, our differences and prob- 
lems without those bureaucrats snoop- 
ing in and regulating us here, regulat- 
ing us there. I think labor and man- 
agement could solve their problems 
in a free, open market. 


MR. McBURNEY: What do you think 
about this, Fenner? 


MR. FENNER: I agree with the Colo- 
nel. If we did have less control, I 
think labor would gladly sit down 
with management and settle and re- 
solve their differences without govern- 
ment supervision. 


MR. McBURNEY: Does management 
want labor to sit down with it? 


COLONEL SLEZAK: Yes. 


MR. McBURNEY: What's happening 
in this steel strike we are all con- 
cerned about? They don’t seem to be 
willing to sit down together? 


COLONEL SLEZAK: There are ap- 
parently differences of opinion. 


MR. McBURNEY: There are always 
differences of opinion. 


COLONEL SLEZAK: Time is too 
short. I think I could say a few things 
about that end of it, but apparently... 


MR. FENNER: Before the Colonel 
answers that, let me ask the Colonel 
why the steel workers have lagged so 
far behind? Why has the steel indus- 
try lagged so far behind in providing 
for vacations with pay and premium 
pay for Sunday and holiday work? 


Conditions in Steel Industry 


COLONEL SLEZAK: I am not part of 
the steel industry, and I could not 
answer it. I picked up these data. 
It’s the U.S. Bureau of Labor Statis- 
tics, just merely comparing the chang- 
ing rates in various groups of labor 
since June 30, 1950 to December 1951 
—June 30, because it was the begin- 
ning of the Korean situation. I find 
that the electrical machinery group 
got raises approximately 20 cents per 
hour since that time; the auto group 
about 20 cents per hour; meat packing 
group, about 24.4 cents per hour; 
rubber production group, 22 cents; 
and steel got roughly speaking, 20.9— 
21 cents an hour. So according to 
these figures, they were very much in 
line with the other groups during that 
period of time on strictly hourly rates. 


MR. FENNER: Dr. McBurney, the 
average steel worker is asking this 
question of himself: How come the 
rubber workers, how come the truck 
drivers, and others are getting vaca- 
tions with pay and getting premium 
pay on a holiday? Why can’t we as 
steel workers get the same thing? 
They are not interested in abstract 
figures. 


MR. McBURNEY: Those sound like 
reasonable questions. What do you 
say to that, Daugherty? 


MR. DAUGHERTY: I just raise the 
question as to whether the time of war, 
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defense emergency, is the time for the 
steel workers to catch up in those 
things? Now, maybe it is. I certain- 
ly wouldn’t say it isn’t, unequivocally, 
but it does seem to me if you allow 
the laggers to catch up and keep wage 
rates in pace with the cost of living, 
which they have been and much more, 
then I see no reason for further relax- 
ation of controls, and if the alterna- 
tive is junking the controls, then let’s 
do it openly. 


COLONEL SLEZAK: Frankly, I be- 
lieve in junking them because ‘they 
have not worked. They have not con- 
trolled anything so far. 


MR. FENNER: I agree with the pro- 
fessor, that we should either main- 
tain rigid controls and stick to them 
or junk them. 


MR. McBURNEY: But as long as you 
have the pressure from defense spend- 
ing, aren’t you in a relatively artificial 
situation in which some kind of con- 
trols are going to have to be main- 
tained to be realistic? 


COLONEL SLEZAK: You would do it 
more simply by proper taxation. You 
would not need so many people trying 
to. enforce regulations. You could con- 
trol through taking the excess amount 
of money from the customers, who- 
ever they might be, so that there 
would not be so much competition for 
the fewer goods that are available. 


MR. McBURNEY: What do you think 
about that, Daugherty? 


ANNOUNCER: I am sorry; 


gentle- 
men, but our time is up. 
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ceeding cautiously. This article attempts to analyze the reasons why. 


Wewstccek 39: 33-4, Apr. 21, 52. “‘Steel Crisis and the Gathering Storm.” 

A resumé of the effects produced by President Truman’s “‘taking-over” 
of the steel industry, with a graphic view of the steel picture relative to 
profits, average hourly wages and production during the past five years. 


Steel Labor See issues from January to April of 1952 for labor’s. viewpoint 
on the steel crisis. 


“The voice of the United Steelworkers of America — C.I.O.”’ 


Survey 88:63-7, Feb., ’52. ‘“‘To Deal with Inflation.”” H. LEVIN. 


Direct control of wages and prices must be employed in addition to credit 
curbs, budget economies and taxes if inflation is to be successfully combated. 


United States News 35:52, Feb. 8, ’52. ‘“‘If Steel Pay Rises 15 Cents.” 
An increase of fifteen cents in steel will probably mean an average raise 
of ten cents to all industrial workers. 


United States News 32:70, Feb. 15, ’52. ‘“Tip-Off on Steel Wages: 15-Cent Rise 
Plus ‘Fringes’.’’ 

The Wage Stabilization Board trends point to increases to workers in 
industry to offset higher living costs with a little ‘“‘extra’’ as a reward to 
workers for increased productivity. 


United States News 32:69-72, Apr. 4, ’52. ‘‘Can Wage Board Survive Dispute 
Over Steel Case?”’ 

A chart and comments on what could happen in other industries as 
result of the ‘‘steel-pay plan.’’ 


United States News 32:22-29, Apr. 18, ’52. ‘‘What Brought Steel Seizure.’’ 


An interview with Nathan P. Feinsinger, Chairman of the Wage Board, 
on wages, prices, and other problems connected with the President’s seizure 
of the steel mills. 


United States News 3:65-69, Apr. 18, ’52. ‘‘Harder Selling Ahead.”’ 


A survey shows how the market is shaping up for 1952 with buying down, 
savings up, and prices the main factor in most fields. 


United States News 32:70-73, Apr. 18, ’52. ‘‘Steel: Lesson for Employers.’’ 

As shown by the government’s action in the steel strike, labor and manage- 
ment are being given a new set of rules, to labor’s advantage, to be used 
in disputes. 


Vital Speeches 18:293-297, Mar. 1, °52. ‘‘The Economic Outlook for 1952.” 
R. O. LANG. 

An interesting analysis of economics in the U.S. between 1940 and 1950. 
A summary of prices, wages, cost of living, and the balance between inflation 
and deflation from the outbreak of the Korean War to 1952, and a forecast 
of the future. 
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